By documenting the evolution of Tobin's "q" before, during, and after firms internationalize, this paper provides evidence on the bonding, segmentation, and market timing theories of internationalization. Using new data on 9,096 firms across 74 countries over the period 1989-2000, we find that Tobin's "q" does not rise after internationalization, even relative to firms that do not internationalize. Instead, "q" rises significantly one year before internationalization and during the internationalization year. But, then "q" falls sharply in the year after internationalization, relinquishing the increases of the previous two years. To account for these dynamics, we show that market capitalization rises one year before internationalization and remains high, while corporate assets increase during internationalization. The evidence supports models stressing that internationalization facilitates corporate expansion, but challenges models stressing that internationalization produces an enduring effect on "q" by bonding firms to a better corporate governance system.
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I. Introduction
A substantial literature examines the impact of international financial integration on aggregate economic performance, such as economic growth, investment, the cost of capital, and financial development (Bekaert and Harvey, 2000; Bekaert, Harvey, and Lundblad, 2001, 2004;  Chari and Henry, 2002 Henry, , 2004 Henry, 2000a Henry, ,b, 2003 and Levine and Zervos, 1998a,b) . 1 Research typically finds that integration has positive implications at the country level. To further dissect the causes and consequences of international financial integration, an emerging body of work exploits cross-firm variation in integration. In particular, researchers compare firms that access international financial markets with firms from the same country that do not internationalize (e.g., Doidge, Karolyi, and Stulz, 2004 and Pagano, Roell, and Zechner, 2002). 2 At the firm level, some researchers argue that corporations "internationalize" -by crosslisting, issuing depositary receipts, or raising capital in major financial centers -in order to bond themselves to a better corporate governance framework. Theories of the firm explain that corporate insiders (managers and larger shareholders) may exploit their positions of control for private gain, with adverse ramifications on the firm and small shareholders. 3 The ability of small shareholders to mitigate this agency problem depends on a multitude of factors, including the laws and enforcement mechanisms governing minority shareholder rights. Consistent with this prediction, La Porta et al. (2002) find that firms in countries with better investor protection laws have higher Tobin's q than comparable firms in countries with weaker governance systems. Put succinctly, investors pay more for firms that face stronger investor protection laws. Extending 2 this to internationalization, the bonding view argues that by listing in markets with stronger investor protection mechanisms, firm insiders "bond" themselves to a better corporate governance system with positive ramifications on q. 4 Thus, the bonding -agency cost -view of internationalization makes both a cross-section and a time-series prediction regarding corporate valuation. By internationalizing in major financial centers with stronger investor protection laws, (i) markets will value these firms more highly than purely domestic firms, and (ii) these firms will experience an increase in q after internationalizing. Thus, a natural way to assess the bonding view is to trace the time-series pattern of the Tobin's q of firms that internationalize and compare this to the pattern of qs of firms that do not internationalize. This paper documents the evolution of Tobin's q and its components before, during, and after firms internationalize and thereby provides evidence on the bonding view -as well as other theories of internationalization that we describe below. We study the valuation of "international firms" over time and compare it with that of "domestic firms" (firms that do not internationalize). Doidge, Karolyi, and Stulz (2004) examine a cross-section of firms and find that firms cross-listed in the U.S. have higher Tobin's q than non-cross-listed firms. Since theories of internationalization provide predictions about the time-series patterns of q and its components, we trace the evolution of q, market capitalization, corporate assets, and debt during the process of internationalization. Furthermore, endogeneity concerns are particularly acute when examining q in a pure cross-section because highly valued firms may choose to internationalize more frequently than low-valued ones. Adding the time-series dimension to cross-firm comparisons of international integration provides valuable information on whether and how internationalization influences q.
3 To document the evolution of q -and its components -during the process of internationalization, we construct a new database. The data cover up to 9,096 firms across 74 countries over the period 1989 to 2000. The data include information on firms that internationalize as well as a control group of firms that do not cross-list, issue depositary receipts, nor raise capital abroad. Besides adding the time-series dimension, our sample is broader than past work. Most papers focus only on the U.S. market, while we consider equity capital raisings in all international markets. Although the focus is on q, we also examine the evolution of each of the components of q to describe the internationalization process more fully.
The major findings are as follows. First, on average, firms that internationalize at some point in our sample have higher qs than firms that never internationalize, but this difference exists years before firms actually access international equity markets. Second, when examining firms before and after they internationalize, we find that (a) qs are not higher after internationalization and (b) the q of firms that internationalize does not increase relative to that of domestic firms after internationalization. Third, when tracing out the dynamics in more detail, we find that q rises significantly one year before internationalization and then falls sharply in the year after internationalization. Indeed, only one year after internationalization, the temporary jump in q vanishes (at the five percent significance level). Fourth, in terms of the components of q, market capitalization rises one year before internationalization and remains high thereafter, while corporate assets increase during internationalization as corporations expand (consistent with Pagano, Roell, and Zechner, 2002) . Thus, firms that internationalize grow relative to firms that do not internationalize, but they do not enjoy higher q values after internationalization.
These findings hold after controlling for several factors and after conducting an array of sensitivity checks. In evaluating corporate valuation, we control for firm-specific factors, 4 worldwide changes in industry-specific valuations, and national economic performance.
Specifically, we control for the sales growth of each firm, the average Tobin's q (computed globally) of each firm's industry, and national economic growth in each country. Furthermore, we use country and year dummy variables. We also sub-divide and confirm the analysis along a number of dimensions. In particular, we consider separately (i) over-the-counter (OTC) and private placements, (ii) exchange listings, (iii) internationalization that involves raising capital, (iv) internationalization activity that does not involve raising capital, (v) private capital raisings, (vi) public capital raisings, (vii) only U.S. listings, and (viii) Level III American Depositary Receipts (ADRs) in the U.S. For each of these separate samples, we confirm the results. In additional sensitivity analyses, we condition on an array of country specific information, such as stock market liquidity, the legal protection of shareholder rights, international differences in accounting standards, judicial efficiency, and legal heritage. We also assess the robustness by controlling for price-earnings ratios, stock returns in the U.S., and equity returns in each firm's home market. The conclusions remain unaltered.
Our findings directly relate to three strands of the literature. First, this paper adds to the growing empirical debate about the agency cost -bonding -view of internationalization.
Besides the work by Doidge, Karoyli, and Stulz (2004) described above, Doidge (2004) finds that cross-listed firms have lower voting premia, which is consistent with the bonding hypothesis. Reese and Weisbach (2002) also argue that firms from high shareholder protection countries list in the U.S. to raise capital, while those from weak shareholder protection countries list in the U.S. to bind themselves to better corporate governance mechanisms. Others disagree. Licht (2003 Licht ( , 2004 and Pinegar and Ravichandran (2003) argue that internationalization does not effectively bond firms to improved governance standards. 5 Siegel (2004) finds that cross-listing in the U.S. did not deter Mexican firm insiders from expropriating corporate resources. In this paper, we find no evidence that internationalization produces an enduring effect on q, and no evidence that the q of international firms increases after internationalization relative to that of domestic firms. This poses a challenge to models that predict that bonding to a better corporate governance system increases q in the long run.
Second, our findings are consistent with segmentation theories of internationalization.
When frictions, such as regulations, informational asymmetries, and transaction costs, impede investors from holding internationally diversified portfolios, firms from segmented markets may face a higher cost of capital because international investors are unable to purchase their shares as part of an internationally diversified portfolio. By internationalizing, firms from segmented markets may become part of the portfolios of international investors and thereby lower their cost of capital. 6 Also, internationalization may help firms access more liquid foreign markets. If a firm's shares are more liquid, this makes them more attractive to buyers with positive ramifications on share prices. 7 Internationalization can also make it easier for analysts and potential investors to acquire information about firms, which may attract new investors, boost demand for shares, and lower funding costs (Merton, 1987) . 8 Thus, these segmentation theories 5 Also, Bauer, Clark, and Wójcik (2004) find that European firms that cross-list in the U.S. have higher corporate governance standards even before cross-listing. This is consistent with, among others, the view that only companies with high corporate governance standards are able to access international markets. 6 Building on international asset pricing models by Black (1974) , Solnik (1974) , and Stulz (1981), Alexander, Eun, and Janakiramanan (1987) , Errunza and Losq (1985) , and Stapleton and Subrahmanyam (1977) develop models of the impact of internationalization on stock returns. 7 See, for example, Amihud and Mendelson (1986) and Brennan and Subrahmanyam (1996) . Chowdhry and Nanda (1991), Madhavan (1995) , and Pagano (1989) suggest that multi-market liquidity effects of internationalization are ambiguous. Empirically, cross-listing in the U.S. market tends to lower bid-ask spreads and increase trading activity (see, for example, Domowitz, Glen, and Madhavan, 1998; Foerster and Karolyi, 1998; Smith and Sofianos, 1997; and Werner and Kleidon, 1996) . 8 On information asymmetries as a motive for cross-listings, see models by Cantale (1996) , Fuerst (1998) , and Moel (2000) . On analysts, Baker, Nosfinger, and Weaver (2002) find that analyst coverage increases after cross-listing, suggesting that internationalization increases information flow. Ahearne, Griever, and Warnock (2004) and Ammer predict that integration lowers firms' cost of capital. But, these segmentation theories do not predict that internationalization has lasting effects on q. Chari and Henry (2002) argue that by accessing cheaper capital, firms expand their assets so that there is no long-term effect from integration on q. 9 Consistent with this work, we find that firms expand after they internationalize, but q is not higher after internationalization.
Third, this paper's findings are connected to recent research on market timing. Firms may decide to list abroad to exploit a temporarily "hot" market. Consistent with this hypothesis, Henderson, Jegadeesh, and Weisbach (2004) find that firms raise capital in the U.S. and U.K. in "boom" markets, before returns fall. Others, however, do not find consistent evidence of postlisting underperformance by capital raising foreign firms, as the market timing hypothesis predicts. 10 Consistent with the market timing hypothesis, we find that q rises before internationalization and then falls immediately afterwards. However, even after controlling for a number of factors that are designed to measure market sentiment (e.g., price-earnings ratios, U.S. stock returns, local stock returns, the global industry q of each firm, and capital flows), we reproduce the same time-series pattern of q described above. This suggests that market timing is not the only force underlying the results. et al. (2004) show that firms that cross-list in the U.S. reduce the information costs for U.S. investors. Moreover, several papers find that familiarity, as proxied by trade, common language, colonial ties, etc., influence investment decisions, including cross-listing decisions (Grinblatt and Keloharju, 2001; Huberman, 2001; Kang and Stulz, 1997; Pagano et al., 2001; and Sarkissian and Schill, 2004) . There are countervailing views, however. Sarkissian and Schill (2003) find that firms from markets with the highest pre-cross-listing return correlations achieve the greatest cost of capital reduction, which is inconsistent with some market segmentation theories. 9 Empirically, research finds that internationalization is accompanied by positive abnormal returns and then abnormal returns turn negative or disappear after integration. See, Alexander, Eun, and Janakiramanan (1988) , Errunza and Losq (1985) , Jayaraman, Shastri, and Tandon (1993) , Lau, Diltz, and Apilado (1994) , and Miller (1999) . 10 See Errunza and Miller (2000) and Foerster and Karolyi (1999 Karolyi ( , 2000 .
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The remainder of the paper is organized as follows. Section II discusses the data.
Section III presents the basic results. Section IV presents several additional robustness tests. We conclude and discuss the implications of our results in Section VI.
II. Data
To analyze the evolution of corporate valuations before, during, and after firms access international equity markets we need (i) data on the international activity of firms, including dates of equity capital raisings in international markets, cross-listings, and depositary receipts issuances, (ii) firm-level data on a range of firm attributes, both for international and domestic firms, and (iii) country-specific data on macroeconomic, institutional, and financial conditions. One contribution of this paper is that we collect more data on the international equity market activity of firms than past studies. Most papers focus only on the ADR market, and exclude international financial markets beyond the U.S. We consider a much broader array of international equity markets.
The data for identifying and dating each firm's international activities come from the following sources. Consistent with our objective of assembling a broad database on internationalization, we classify firms as international if they (i) issue depositary receipts, (ii) cross-list, or (iii) raise equity capital through private or public placements abroad. Our definition is thus more general than listing in an international exchange alone, as we also include capital raisings without listing.
As presented below, we examine different sub-samples of international firms to assess whether the evolution of Tobin's q differs for different methods of internationalization.
Besides determining whether a firm is international or not, we collect information on firm characteristics, including balance sheet and income statement variables and data on market capitalization, from several sources, including the Worldscope database (Thomson Financial Company), Standard & Poor's Emerging Markets Data Base (EMDB), and Bloomberg.
To measure firm valuation we use Tobin's q. Given data availability, we calculate it as the market value of equity plus the book value of debt (computed as book value of assets minus the book value of equity) divided by the book value of assets. Our estimate of Tobin's q does not use the market value of debt in the numerator and does not attempt to use the replacement cost of assets in the denominator. It is difficult to avoid these simplifications in a database that 9 covers over 9,000 firms from 74 countries. 11 Similar definitions of Tobin's q have been widely used in the literature (see, for example, Chari and Henry, 2002; Claesssens and Laeven, 2003; Doidge, Karolyi, and Stulz, 2004; Klapper and Love, 2004; La Porta et al., 2002; and Shin and Stulz, 2000) .
Worldscope provides firm-level data using local GAAP (Generally Accepted Accounting Principles). Although attempts are made to make data consistent across countries, these efforts have limitations. Differences in accounting standards across countries could increase Tobin's q in some countries relative to others. To address concerns regarding possible biases introduced by cross-country differences in accounting practices, we conduct two procedures. First, we include country fixed effects in our regressions. Second, we use the relative q of international firms (defined as the q of each international firm divided by the average q of all domestic firms in the firm's home country) as dependent variable in some specifications. Relative q focuses on within country variation in corporate valuations and is unaffected by national differences in accounting practices. 12 After removing financial firms, outliers, firms with missing values of q, and firms with less than three observations, we are left with a sample of 9,096 firms from 74 countries covering the period 1989 to 2000, totaling 66,963 firm-year observations. Appendix Table 1 lists the 74 11 We did not attempt to calculate the replacement cost of assets in the denominator since the required data are generally not available for our sample of firms and countries have different ways for accounting for depreciation of physical assets. In addition, we did not want to impose a fixed depreciation formula, since the age of assets varies by economy. We also did not attempt to calculate the market value of debt, as this would require us to use data on corporate bond rates (see Blanchard, Rhee, and Summers 1993), which are not available for most countries in our sample. Rather than making further assumptions, we follow the alternative convention of using the book value of debt as a proxy for its market value and the book value of assets as a proxy for their replacement cost.
10 countries covered in the study and the number of domestic and international firms per country, as well as the period analyzed for each country and summary statistics of Tobin's q. 13 As controls we include firm-specific variables commonly used in studies of firm value.
Specifically, we use the average sales growth over the last two years as a proxy for firms' growth prospects. We use sales rather than earnings in order to avoid the problems generated by the volatility and manipulability of earnings. We also control for industry-level effects by including the average Tobin's q of the global industry to which a firm belongs as an independent variable.
Finally, we also collect country-level information. In the basic specifications we control for real GDP growth, which comes form the World Bank World Development Indicators. In robustness tests discussed in more detail in Section IV, we control for additional country-level factors, which might affect not only firms' valuations but also their willingness and ability to access international equity markets, including a country's institutional quality, shareholder rights, and legal origin. We also use some indicators of stock market development as independent variables, such as market capitalization over GDP and turnover (value traded over market capitalization), and an index of accounting standards.
III. Results
This section provides empirical evidence on the evolution of Tobin's q as firms internationalize. We proceed as follows. The first subsection tests (i) whether international firms have higher qs than domestic firms and (ii) whether there is a significant increase in q after firms internationalize. The second subsection looks at various sub-samples to provide robustness tests and additional information on the bonding, segmentation, and market timing theories of internationalization. In particular, we examine the exact mechanisms and exchanges through which firms internationalize and whether they raise new equity capital. In the analyses we also compare firms that internationalize with domestic firms (firms that do not internationalize) to assess whether there is a relation between internationalization and valuation that holds when conditioning on changes in each firm's home market. The third subsection traces out the yearby-year evolution of q and its components before, during, and after internationalization. This provides a finer characterization of the internationalization process.
A. Before and After Internationalization
Preliminary Evidence: Do International Firms Have Higher Qs?
As a preliminary step, the top panel of Figure 1 compares the average q of international firms with the average q of domestic firms. Domestic firms are firms that never issue depositary receipts, raise capital in international markets, or cross-list on the LSE, NASDAQ, or NYSE.
Thus, we compute the average q across all domestic firms, across all years in the sample, which includes 57,876 firm-year observations. International firms are firms that at some point in the sample period "internationalize." Thus, we characterize a firm as international even if it has not yet issued a depositary receipt, raised capital abroad, or cross-listed in an international market.
Given this definition, we compute the average q across all international firms, across all years. This includes 9,087 firm-year observations. Below, we explicitly assess what happens to international firms' q before and after internationalization.
As shown in Figure 1 , international firms' q averages 1.55, while domestic firms have an average q value of 1.39. The difference is statistically significant at the one percent level. The difference of 0.16 is over ten percent of the sample mean of 1.41 and is 18 percent of the standard deviation of Tobin's q across all the firms in the sample (0.86). While international firms have higher qs on average, this does not necessarily imply that the qs of international firms increase after they internationalize. Firms that internationalize may be more highly valued than domestic firms even before they internationalize, as discussed below.
To assess whether the Tobin's q of international firms is higher than the q of domestic firms conditional on firm, industry, and country characteristics, Table 1 presents a series of regressions. The first six regressions include all firms in the sample, which involves up to 66,963 firm-year observations. The next three regressions restrict the sample to firms with more than 100 million U.S. dollars in average assets, where the average is taken for each firm over the sample period. We examine this subset of firms because both market valuation and access to international markets may be different for very small firms and excluding very small firms may improve the comparability of firms across countries.
The simplest specification regresses Tobin's q for firm f, from country c, in year t (q c,f,t ) on the internationalization dummy c,f,t , which is a dummy variable for firm f, from country c, during year t. This dummy variable equals one on and after the year when the firm becomes international and zero before the firm internationalizes; it is also equal to zero for domestic firms.
All the regressions include country and year dummy variables. Furthermore, in some 13 specifications, we control for (i) the national rate of economic growth of each firm's home country since macroeconomic success may simultaneously influence valuation and access to international markets, (ii) the growth rate of sales over the last two years since firm growth opportunities may shape both the market's assessment of future cash flows and the benefits of internationalizing, and (iii) the global industry q (averaged across all firms in the industry) of each firm's industry since industry developments may simultaneously drive domestic market valuations and international demand for the firm. 14 We include these variables to control for firm, industry, and country-specific factors that may influence both valuation and access to international markets. Table 1 's regressions 1, 2, and 7, the internationalization dummy enters positively and significantly. Thus, when we simply examine the valuation of firms after they internationalize and compare this to firms that have not internationalized (at least yet), international firms have higher valuations. This result holds for firms of different sizes and when controlling for country, firm, and industry factors. While these findings confirm that international firms have higher qs than domestic firms, they do not necessarily imply that this difference is generated by the internationalization process per se.
As shown in
Is Q Higher After Internationalization?
Next, we examine whether q rises after firms become international. As a preliminary step, the bottom panel of Figure 1 compares the average q of international firms before and after internationalization. As the figure shows, the q of international firms does not increase after they internationalize. In fact, the average q is lower after internationalization. 14 We take the natural logarithm of one plus the growth rate of each country's Gross Domestic Product, i.e., log of (1 + GDP growth), and the natural logarithm of one plus each firm's average sales growth over the last two years, i.e., log of (1 + two-year average sales growth). We take logs to control for outlier observations, but this does not affect the results.
While Figure 1 displays unconditional means, Table 1 provides formal tests of whether q increases following internationalization, conditional on country, industry, and firm characteristics.
As a first step in making this assessment, we include both the internationalization dummy and a dummy variable (international dummy c,f,t ) that equals one for all years if firm f from country c internationalizes at some point in the sample, and equals zero if it is a domestic firm for the entire sample period. By including the international dummy along with the internationalization dummy, we test whether q rises after internationalization and/or whether firms that internationalize at some point tend to have higher qs on average.
We find no evidence that q rises after internationalization. In Table 1 's regressions 3, 4, and 8, including the international dummy eliminates the significance of the internationalization dummy. This provides suggestive evidence that it is not the act of internationalizing per se that is associated with higher valuation. Rather, these regressions imply that the big difference is between firms that internationalize at some point and firms that do not, consistent with the idea that better firms are the ones that are able to access international markets.
Finally in Table 1 , we provide a more direct test of firm values before and after internationalization. We simultaneously include the internationalization dummy and a dummy variable that equals one before a firm becomes international and zero otherwise (before internationalization dummy c,f,t ). For domestic firms (firms that never internationalize), the before internationalization dummy equals zero throughout. If q rises after internationalization, then the estimated coefficient on the internationalization dummy variable should be significantly larger than the coefficient on the before internationalization dummy variable. We find the opposite. In Table 1 Besides assessing the robustness of the earlier results, we separately consider (i) OTC/private placements and (ii) exchange listings because exchange listings typically require more information disclosure and adherence to tighter corporate governance standards. Thus, from the perspective of the bonding hypothesis, we might expect to find that internationalization induces an enduring increase in q for exchange listed firms but not for OTC/private placements due to the enhanced governance environment.
The Table 2 results on the sample of OTC/private placements and the sample of exchange listings are the same as the full sample findings discussed above: international firms have higher qs than domestic firms, but their valuations do not rise after internationalization. These findings do not support arguments that internationalizing into major public exchanges (with arguably better governance mechanisms) has a different impact on firms' valuation than using the OTC market or private placements. More specifically, regressions 1 and 4 show that q is not higher after internationalization. These regressions include both domestic firms and firms that internationalize, where the domestic firms form a control group that allows us to assess whether the q of firms that internationalize rises relative to the valuations of domestic firms. 18 For the OTC/private placements sample (regression 1) and the exchange listings sample (regression 4), the internationalization dummy does not enter with a coefficient that is significantly larger than the coefficient on the before internationalization dummy. In regressions 2, 3, 5, and 6, we only include firms that internationalize at some point in the sample. As shown, q is not larger after internationalization when examining either the OTC/private placements sample (regression 2) or the exchange listings sample (regression 5). 19
In Table 2 , we also examine relative Tobin's q, which equals an international firm's q divided by the average q of domestic firms from the same country in the same year. Thus, relative Tobin's q is a direct measure of international firm valuation relative to average domestic firm valuation. The bonding hypothesis predicts that a firm that internationalizes into a foreign market with better corporate governance mechanisms will experience a rise in q relative to domestic firms that do not internationalize (and thus do not commit to a higher level of shareholder protection).
The results indicate that relative q does not increase after internationalization. The internationalization dummy does not enter significantly in either the OTC/private placements sample (regression 3) or the exchange listings sample (regression 6). Again, it does not matter whether we focus on a sample of firms that lists on major public exchanges or internationalizes through the OTC market or private placements. The finding that relative q does not rise after 18 Regressions 1 and 4 include all domestic firms and only the international firms being considered in each case (those with OTC/private offerings in regression 1 and those listed in major public exchanges in regression 4). Since both of these regressions include domestic firms, the total number of observations in these regressions sum to more than total observations of regression 7 of Table 1 . 19 In terms of matching observations between Tables 1 and 2, note that Table 2 only includes firms with more than 100 million U.S. dollars in average assets. In Table 2 , there are 3,521 observations of OTC/private placements and 3,351 observations of exchange listed international firms. Thus, the total number of international firm observations is 6,872. There are also 32,251 domestic firm observations. Thus, we have a total number of observations of 39,123, which equals the total numbers of observations in columns 7-9 of Table 1 . The same demarcations hold in Tables 3-5. firms cross-list in major exchanges where shareholder protection and information disclosure regulations are more effective does not offer support for the bonding hypothesis.
Differentiating by Equity Offering Type
Next, we differentiate firms by whether they raise capital when they internationalize. We again find that q does not rise after internationalization for either the sample of firms that raise capital, or the sample that does not (Table 3 ). Since the patterns replicate all of our earlier findings, we keep the discussion very brief. As shown, (i) international firms have higher qs than domestic firms and (ii) neither q nor relative q increase after internationalization.
Besides confirming the results presented above, the 
Differentiating by Capital Raising Type
Next, we focus only on the sample of firms that raise new equity capital when they internationalize, but we divide these into two groups: private capital raisings and public capital raisings. Thus, some firms raise capital when they list on major public exchanges, such as the LSE, NASDAQ, and NYSE. Other firms raise capital through private placements in international markets that do not involve an exchange listing. We examine each of these groups separately in Table 4 to assess whether the combination of capital raising and listing on a major exchange produces different results. Specifically, raising new equity and listing on a major exchange may provide stronger bonding to an improved governance regime than either one separately, so that this smaller sample of firms might experience an increase in q after internationalization. Table 4 indicates that q does not rise after internationalization, even for firms that simultaneously raise capital and list on major exchanges. It is possible to see exactly the same pattern for private and public capital raisings, and this pattern is the same as that reported above for the full sample and other sub-samples. In particular, while firms that internationalize tend to have on average higher qs than domestic firms (regressions 1 and 4), q does not rise after internationalization.
Differentiating by Listing in U.S Markets
Finally, we only examine internationalization into the U.S. market. There may be concerns that examining the full sample of international venues produces lots of noise and makes it difficult to isolate the relationship between internationalization and valuation. Furthermore, focusing on the U.S. is important if one believes that the U.S. market provides a particularly effective shareholder protection environment. If this is true, then focusing on the U.S. provides a 20 more powerful test of whether firms that internationalize into stronger shareholder protection regimes enjoy a boost in valuation afterwards. . 21 These ADR programs are subject to more strict disclosure requirements and liability standards. In particular, they require full SEC disclosure with Form 20-F, reconciliation of financial statements to U.S. GAAP (Generally Accepted Accounting Principles), and compliance with the exchange's listing rules and corporate governance standards. 22 Issuers are also subject to the strict liability provisions of Section 11 of the Securities Act of 1933, which implies that they face direct liability for any material misleading statement or omission. 23 Level III ADRs offer better investor protection than other forms of internationalization and therefore, from the perspective of the bonding hypothesis, we should expect to find that this type of listings induces an enduring increase in q, at least relative to domestic firms that do not improve their corporate governance practices through internationalization. 21 We also estimated the regressions for different sub-samples (Level I and II ADRs and Regulation 144A placements), obtaining similar results. 22 Form 20-F is used by foreign firms to file annual reports with the SEC (equivalent to Form 10-K for U.S. issuers).
There are two sets of financial statement requirements, referred to as Item 17 ("low disclosure") and Item 18 ("high disclosure"). Level III ADRs issuers are required to file an Item 18 Form 20-F, which requires disclosures on income taxes, leases, pensions, non-consolidated affiliated, related parties, and industry and geographic segment information. 23 Firms with Level I and II ADRs and Regulation 144A placements are subject to liability under Section 10(b) and Rule 10b-5 of the Exchange Act. Liability under these provisions requires the plaintiff to proof that the defendant acted with an intent to defraud ("scienter"). Therefore, firms with Level III ADRs are subject to stricter liability standards (see Greene et al., 2000) . In sum, Tables 1-5 show that (i) international firms on average enjoy higher valuations than domestic firms, (ii) international firm valuations are not significantly higher after they internationalize than they were before, and (iii) the valuation of international firms does not increase relative to that of domestic firms following internationalization. Thus, contrary to some versions of the bonding hypothesis, the evidence on q is inconsistent with the prediction that firms increase their valuation by bonding to a better corporate governance regime through internationalization and that this produces an enduring increase in q relative to firms from the same country that do not internationalize. We now examine the times-series pattern of valuation changes during the process of internationalization in more depth.
C. Internationalization: Dynamics
To shed additional light on the bonding, segmentation, and market timing theories of internationalization, this section provides more details on the evolution of q and its components during the process of internationalization. Rather than simply examining corporate valuation before and after firms internationalize, we trace through the year-by-year evolution of q and its components before, during, and after internationalization. We first describe the results and then link these analyses to the different theories of internationalization.
Results on the Evolution of Q and its Components
As a preliminary step, Figure 2 plots the evolution of q during the internationalization process. The top panel shows the average q in each year around the internationalization date. It shows that q tends to increase before internationalization, reaching its maximum level during the internationalization year, and then falls. The bottom panel documents a similar pattern for relative q. The valuation of international firms increases before internationalization relative to that of domestic firms and then falls after internationalization. The internationalization process seems to have only a temporary impact on firm valuation and does not generate a permanent increase in the q of international firms relative to that of domestic firms.
While Figure 2 displays unconditional means, in Table 6 we use dummy variables to trace trough the year-by-year evolution of q and its components, controlling for other factors.
We separately document the time-series patterns of (i) Tobin's q, (ii) the numerator of q, defined as the market value of equity plus the book value of debt, (iii) the denominator of q, which equals the book value of assets of the firm, (iv) the market value of equity, and (v) the book value of debt. Furthermore, we examine each of these five variables relative to domestic firms.
As above, we examine each firm's q divided by the average q of domestic firms from the corporation's home market and call this relative Tobin's q. Similarly, we examine each firm's market capitalization and divide it by the average market capitalization of domestic firms from the corporation's home market. We do this for each of the components of q. Thus, Table 6 contains ten regressions.
Methodologically, we include a series of dummy variables that trace out annual patterns.
Thus, for each firm we create a dummy variable called "three years before internationalization dummy" that equals one three years before the firm internationalizes and zero otherwise.
Similarly, for each firm we create a dummy variable called "two years before internationalization dummy" that equals one two years before the firm internationalizes and zero otherwise. We construct corresponding dummy variables for each of the years surrounding internationalization and the internationalization year itself. Table 6 presents the results.
As shown in Table 6 's column 1, one year before a firm internationalizes its q is significantly (at the five percent level) higher than its long-run pre-internationalization value (i.e., its value more than three years before internationalization). Tobin's q rises even further in the internationalization year. However, by the first year after internationalization, q is no longer significantly (at the five percent) higher than its value more than three years before internationalization. While it enters significantly at the ten percent level, there are almost 7,000
observations, what suggests that it is more appropriate to use a five percent significance level.
Also, the dummy variable on two years after internationalization does not enter significantly, even at the ten percent level. Furthermore, when looking at the estimated coefficients rather than their significance, one year after internationalization q relinquishes virtually all of its gain during the previous two years. Relative q follows a similar pattern, rising the year before internationalization and even further during the year of internationalization, and then relinquishing these gains during the year after internationalization. Again, the dummy variable
for the year after internationalization does not enter with a significant coefficient at the five percent level. The time series pattern is similar to that illustrated in Figure 2 .
Internationalization does not induce an enduring increase on q relative to the valuation of firms that do not internationalize.
Turning to the components of q, the numerator of Tobin's q rises one year before internationalization, rises further in the year of internationalization, and remains high going forward. These dynamics are driven primarily by market capitalization, which follows a similar pattern: rising before internationalization, even further during internationalization, and then decreasing but staying at a higher level than before internationalization. The book value of debt does not rise significantly until the year of internationalization. This suggests that markets anticipate internationalization and view it positively, which is reflected in higher prices before firms actually internationalize. This pattern could also reflect market timing, as firms internationalize when their valuation increases.
In contrast, the denominator of Tobin's q, total assets, follows a different pattern. Total assets rise significantly when the firm internationalizes, not before. Assets remain higher after internationalization. This is consistent with the view that internationalization coincides with corporate expansion, possibly because of a lower cost of capital and additional capital raisings.
Interpretation and Links to Theory
Taken together, the evolution of q and its components tell a distinct story that relates to theories of internationalization. Market capitalization rises before the firm internationalizes and then remains high. Assets do not increase before internationalization. Rather, assets rise when the firm internationalizes and then remain higher than they were before internationalization.
Thus, q rises before internationalization and even further during the year of internationalization as market capitalization increases. Then, q drops dramatically in the year after internationalization as firms expand.
Note that the differences between international and domestic firms exist and change well before firms internationalize. For example, as shown in regression 2 of Table 6 , the q of international firms relative to that of domestic firms rises before internationalization, not after.
As shown in regression 6, the size of international firms relative to domestic firms (measured by total assets) rises before they internationalize. Thus, compared to the baseline period of more than three years before internationalization, both the relative q and relative size of firms that internationalize increase years before they actually access international markets. Moreover, while international firms expand relative to domestic firms after internationalization, the qs of international firms relative to that of domestic firms do not rise after internationalization. 24
The pattern of q and its components presented in Table 6 is consistent with segmentation theories, which predict that internationalization generates a reduction in firms' cost of capital that fosters their expansion. This is what we observe: internationalizing firms expand, both relative to the period before internationalization and relative to domestic firms. Segmentation theories do not predict that q will rise in the long run. Again, this is what we observe: q does not rise after internationalization. We do observe an increase in q before and during internationalization. This is not inconsistent with segmentation theories: if markets anticipate a "good" eventinternationalization -this will boost stock prices, increasing market capitalization and q. Then, with internationalization, profit-maximizing firms respond by raising new capital and expanding, which pushes q back to its trend value. This prediction is validated by the time-series patterns documented in Table 6 .
The finding that there is not a permanent increase in the q of international firms relative to that of domestic firms poses a challenge for the view that internationalization bonds firms to a more effective corporate governance system. This view argues that internationalization generates a permanent improvement in corporate governance practices, with a corresponding increase in the q of international firms compared to the q of firms that do not internationalize.
While bonding may also lower the cost of capital, encourage firms to expand, and thereby put downward pressure on q after internationalization, bonding still implies that international firms commit to a better governance structure than domestic firms. This suggests that the q of international firms relative to that of domestic firms should be higher after internationalization.
We do not find this. To be consistent with our findings, bonding models need to account for the very rapid post-internationalization return of q to its baseline value of more than three years before internationalization. We discuss market timing theories of internationalization in the next section, where we extend the analysis to control for market sentiment.
IV. Additional Robustness Tests and Extensions
Besides the robustness tests discussed throughout the paper, we conducted two additional sets of sensitivity analyses, not shown in the paper, to provide information on the different theories of internationalization.
First, to assess whether market timing fully explains the time-series patterns documented above, we controlled for a wide array of variables that proxy for movements in international stock markets, foreign investor demand, and local market conditions. We control for market conditions because market timing theories suggest that firms issue equity in "hot" markets.
Firms might choose to list abroad to take advantage of what they view as a temporarily high price for their shares. Therefore, market timing might explain the temporary rise in q before internationalization.
Thus, we experimented with numerous controls for market conditions. More specifically, our basic specifications (used throughout) indirectly control for worldwide changes in investor sentiment because we include year dummies. Furthermore, our basic specifications control for industry effects by including the global average value of q for each firm's industry. In additional robustness tests, we also estimated the regressions including several measures of international stock market performance, including both the annual rate of return and price-earnings ratio of the S&P 500 index. We also controlled for international investor demand for a country's firms by including portfolio equity flows and total equity flows (the sum of foreign direct investment and portfolio equity flows) into the country, both in U.S. dollars and as a percentage of GDP. We also included variables measuring the degree of internationalization of domestic equity markets, such as the number of international firms over the total number of firms listed in the domestic stock market and the ratio of stock market capitalization of international firms to that of domestic firms. These variables might also proxy for foreign investor interest in local firms. Finally, we included measures of domestic stock market performance, such as local stock index returns and the average q of all firms in the domestic market.
Nevertheless, even after including these proxies for market conditions, we find the same time-series patterns. Although we found some of these control variables to be significant, our results on the evolution of q were not affected by their inclusion. If these variables capture market timing forces, then the robustness of our results to including these controls suggests that market timing is not the only explanation of the times-series pattern of corporate valuation that we identify.
Second, we controlled for shareholder protection laws, accounting standards, and institutional development in the home country. La Porta et al. (2002) find that firms in countries with better investor protection laws have higher Tobin's q than comparable firms in countries with weaker corporate governance systems. We therefore re-did our regressions controlling for the quality of investor protection laws, by including an index of the strength of shareholders rights and dummies for a country's legal origin. 25 Our results are robust to the inclusion of these variables. 26 We also included some measures of institutional quality, such as an index of the efficiency of the judicial system produced by Business International Corporation and an index of accounting standards produced by the Center for International Financial Analysis and Research, and obtained similar results. The bonding hypothesis predicts that firms from countries with weaker investor protection should experience a larger increase in their valuations after crosslisting than firms from countries with better investor protection. In order to test this hypothesis, we also included interactions between our measures of investor protection and the internationalization dummies in some specifications. These interactions are not significant, and our results were not affected by their inclusion.
V. Conclusions
This paper examined the evolution of the corporate valuation of firms that cross-listed, issued depositary receipts, or raised equity capital in international markets over the period 1989-2000. We documented the time-series patterns of q before, during, and after internationalization and compared these patterns to firms that never internationalized. We also examined the individual components of q in assessing what happens during the process of internationalization.
There are four key findings. First, international firms tend to have higher valuations than domestic firms. More specifically, the average q of firms that at some point in the sample internationalize is higher than the q of firms that never internationalize.
Second, corporations do not experience an enduring increase in q after they internationalize. We find that (a) valuations are not higher after internationalization and (b) valuations of firms that internationalize do not increase relative to those of domestic firms (i.e., the relative q does not increase after internationalization). Thus, although there are large crossfirm differences in q, our results are consistent with the view that these differences are not affected by internationalization per se.
Third, in terms of the year-by-year dynamics, q rises before internationalization, but then falls rapidly in the year after internationalization. We find that one year after internationalization the q of international firms is not significantly higher than it was two years (or even three years) before they internationalized. Furthermore, the relative Tobin's q of international firms (q divided by the average q of domestic firms from the same home country) follows the same pattern: rising in the year before internationalization and during the internationalization year, but relinquishing these increases by the year after internationalization.
Finally, in terms of the components of q, a firm's market capitalization tends to rise prior to internationalization and remains high thereafter, while the firm's assets increase during internationalization as the firm expands. Thus, firms that internationalize expand relative to domestic firms. On net, however, internationalization is not associated with a lasting effect on valuations as measured by Tobin's q.
The results provide new evidence on different theories of internationalization. First, market segmentation theories hold that internationalization boosts firm size but exerts only a fleeting impact on q, because overcoming barriers to raising capital abroad does not induce a fundamental improvement in corporate governance. According to market segmentation-type arguments, market values rise because internationalization facilitates, for example, diversification, information flow, or the trading of shares in more liquid markets. The increase in q should be short-lived, however, because corporations expand when the cost of capital falls.
Consistent with these predictions, we find that internationalization is associated with a permanent increase in market capitalization, a temporary increase in q, and a subsequent jump in corporate assets.
Second, the evidence is consistent with market timing arguments. In particular, firms may respond to positive shocks to their share prices by raising capital in international markets.
Since the increase in market value before internationalization is also consistent with markets anticipating that the firm is going to enjoy positive future benefits from internationalization (due to a reduction in segmentation, bonding, or any other cause), it is difficult to distinguish market timing from other theories of internationalization. Toward this end, we attempt to control for market timing by conditioning on stock market returns in the U.S. and the domestic market, price-earnings ratios, and global industry q values, among other country, industry, and firm traits.
Our results are robust to including these factors. Thus, to the extent that we have appropriately controlled for market timing effects, these findings imply that market timing is at least not the only force underlying the evolution of q and its components.
Third, the results provide evidence regarding the bonding view of internationalization. If internationalization provides a vehicle for firms to adopt a more effective corporate governance regime that reduces the ability of insiders to divert corporate resources for private gain, then this should induce an enduring increase in corporate valuations relative to domestic firms that do not commit to a tougher governance regime through internationalization. However, we find that q and relative q rise prior to internationalization and then fall very quickly back to their long-run pre-internationalization values. Our paper suggests that to be consistent with these time-series patterns, bonding models should explicitly account for the very short-lived increase in q when firms internationalize.
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In the end, our major contribution is that we document the evolution of corporate valuation during the process of internationalization along with the evolution of the components of q. We trust that this helps future work (a) distinguish more precisely among different theories of internationalization and (b) develop models that more completely describe international financial integration.
All Firms
Figure 1
The top panel displays the average Tobin's q of domestic and international firms over the whole sample period. The bottom panel shows the average Tobin's q of international firms before and after internationalization. International firms are those identified as having at least one active depositary receipt program, having raised equity capital in international markets, or trading in the London Stock Exchange, NASDAQ, or NYSE.
International Firms
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Domestic and International Firms
This table reports ordinary least square regressions with standard errors estimated with clusters at the firm level. In columns (1), (2), (4), and (5) the dependent variable is Tobin's q . In columns (3) and (6) the dependent variable is the Tobin's q of each international firm over the average Tobin's q of all domestic firms in the firm's home country. The internationalization dummy equals one on and after the year when a firm becomes international and zero otherwise (it becomes zero if a firm is delisted). The before internationalization dummy equals one before a firm becomes international and zero otherwise. International firms are those identified as having at least one active depositary receipt program, having raised equity capital in international markets, or trading in the London Stock Exchange, NYSE, or NASDAQ. OTC and private international firms are those that cross-listed in U.S. over-the-counter (OTC) markets or raised capital through a private placement in international markets. Exchange listed international firms are those that cross-listed or raised capital in a public exchange. The internationalization date considered for classifiying firms according to the exchange type is the date of their first international activity (e.g., if a firm first raised capital in international markets through a private placement and then cross-listed in a public exchange, it is classified as private and only the date of this private capital raising is considered). The test reported at the bottom tests the null hypothesis that the internationalization dummy equals the before internationalization dummy. See Appendix Table 2 for the definition of the remaining variables. Financial firms are excluded from the sample. United States and United Kingdom are excluded from the sample since they are considered financial centers. A constant is estimated but not reported. Absolute values of t-statistics are in brackets. *, **, *** mean significance at ten, five, and one percent, respectively. 
(3) (4)
(1) Domestic and International Firms Tobin's Q Tobin's Q Table 5 Excluding Firms with Less than 100 Million U.S. Dollars in Average Assets
Level III ADRs International Firms Only
Tobin's Q Relative Tobin's Q
Internationalization in U.S. Markets and Tobin's Q
All Types of U.S. Listings
This table reports ordinary least square regressions with standard errors estimated with clusters at the firm level. In columns (1), (2), (4), and (5) the dependent variable is Tobin's q . In columns (3) and (6) the dependent variable is the Tobin's q of each international firm over the average Tobin's q of all domestic firms in the firm's home country. The internationalization dummy equals one on and after the year when a firm becomes international and zero otherwise (it becomes zero if a firm is delisted). The before internationalization dummy equals one before a firm becomes international and zero otherwise. The sample of international firms includes only those that internationalized in U.S. markets, defined as those having at least one active American depositary receipt program, having raised equity capital in U.S. markets, or trading in the NYSE or NASDAQ. Firms that internationalized by raising capital or cross-listing in international markets other than the U.S. are not included in the sample (the first internationalization date is considered, e.g. if a firm raised capital in international markets other than the U.S. and then issued an ADR it is not included). The internationalization date considered for classifiying firms according to the ADR Level is the date of their first international activity (e.g., if a firm first raised capital in U.S. markets through a Regulation 144A private placement and afterwards established a Level III program, it is classified as having a private listing and not included as Level III ADR). The test reported at the bottom tests the null hypothesis that the internationalization dummy equals the before internationalization dummy. See Appendix Table 2 for the definition of the remaining variables. Financial firms are excluded from the sample. United States and United Kingdom are excluded from the sample since they are considered financial centers. A constant is estimated but not reported. Absolute values of t-statistics are in brackets. *, **, *** mean significance at ten, five, and one percent, respectively. 
Internationalization and the Evolution of Tobin's Q and its Components
Book Value of Debt (9) Relative Book Value of Debt (10) Market Capitalization (7) Relative Market Capitalization (8) Total Assets
This table reports ordinary least square regressions with standard errors estimated with clusters at the firm level. The dependent variables are: (1) Tobin's q ;
(2) Tobin's q of each international firm over the average Tobin's q of all domestic firms in the firm's home country;
(3) logarithm of Tobin's q numerator in U.S. dollars, calculated as the book value of debt (defined as total assets minus book value of equity) plus market capitalization; (4) Tobin's q numerator of each international firm over the average Tobin's q numerator of all domestic firms in the firm's home country; (5) logarithm of total assets in U.S. dollars; (6) total assets of each international firm over the average total assets of all domestic firms in the firm's home country; (7) logarithm of market capitalization in U.S. dollars; (8) market capitalization of each international firm over the average market capitalization of all domestic firms in the firm's home country; (9) logarithm of book value of debt in U.S. dollars; and (10) book value of debt of each international firm over the average book value of debt of all domestic firms in the firm's home country. The single year internationalization dummies equal one in the referred year and zero otherwise. The more than three years after internationalization dummy equals one after the third year following internationalization and zero before (it becomes zero if a firm is delisted). International firms are those identified as having at least one active depositary receipt program, having raised equity capital in international markets, or trading in the London Stock Exchange, NYSE, or NASDAQ. See Appendix Table 2 for the definition of the remaining variables. The sample includes only international firms. Financial firms are excluded from the sample. United States and United Kingdom are excluded from the sample since they are considered financial centers. A constant is estimated but not reported. Absolute values of tstatistics are in brackets. *, **, *** mean significance at ten, five, and one percent, respectively.
